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The rapid economic growth of developing countries that opened their markets to free international trade during the past two decades has stimulated a large empirical and theoretical literature on the impact of trade on growth. This literature concludes that free trade and growth were positively correlated during the 1970s and 1980s (Dollar 1992 , Edwards 1992 , Levine and Renelt 1992 , Ben-David 1993 , Barro and Sala-I-Martin 1995 , Sachs and Warner 1995 , and Vamvakidis 1996 , 1997 . This result is robust to different proxies for openness and the specification of the empirical model. However, most studies focus on nondiscriminatory openness. Does regional integration matter for economic growth? Do regional trade agreements (RTAs) have any impact on growth? These questions remain unanswered. Their importance has become apparent recently, as many developing countries try to determine an appropriate liberalization strategy. Should they open their markets to countries from the same region before they open to the rest of the world? Or should they move directly toward nondiscriminatory liberalization?
The literature approximates openness by using trade figures or indexes of domestic trade policy. This methodology considers domestic trade policies but ignores trade policies in the rest of the world. However, openness depends on both domestic and foreign trade policies. As shown by Vamvakidis (1996 Vamvakidis ( ,1997 , the benefits from domestic openness are a positive function of openness in the rest of the world. This result has important implications for regional integration and RTAs.
This article considers three questions. First, how do the trade policies of countries from the same region affect economic growth in the home country? Second, does a country benefit from positive spillover effects if it is in the same region as large, open, and developed economies? Third, have member countries of RTAs benefited from such spillovers, growing faster? I investigate the first and second questions without considering RTAs. If a country does benefit from being near open economies and if the size and development of these economies matter for growth, I examine whether RTAs, by increasing the openness of countries from the same region, increase these benefits. Even economies that are characterized as open have trade barriers; therefore, an RTA increases their openness toward member countries.
All data in this article are from the Summers-Heston (1991) and Barro-Lee (1994) data sets. I include all countries with available data in each regression. As a result, the number of countries changes depending on the independent variables included in each regression. However, the results remain the same if the regressions include only countries with data for all independent variables. Section I reviews the literature on international trade and growth. Section II discusses data and methodology issues. Section ELI estimates the growth benefits for a country whose neighbors have large and open economies. Section IV estimates spillover effects from the level of development and the growth of neighboring economies. Section V tests the impact of five RTAs on growth. Section VI concludes with some policy implications for developing countries.
I. PREVIOUS LITERATURE ON TRADE AND GROWTH
This section provides a brief review of the theoretical and empirical literature on trade and growth.
Theoretical Studies
The recent literature on trade and growth tries to explain why free trade fosters growth. This contrasts with earlier literature that used infant industry arguments to support protection. An important part of the recent theoretical literature started with Lucas (1988) , who considers a world in which human capital is the engine of growth and analyzes the effects of learning by doing. According to his analysis, the initial conditions determine the comparative advantage of each country and, thus, which products each country will produce under free trade. The model predicts that each country's comparative advantage increases through learning by doing. This implies that some countries are locked in sectors with relatively little learning by doing and diverge from the rest of the world. This model provides a plausible explanation for the absence of convergence in crosscountry data. However, it predicts that only countries with initial comparative advantage in sectors with significant learning by doing will benefit from free trade.
More recent theoretical literature focuses on the channels through which free trade leads to faster growth (Grossman and Helpman 1989 RiveraBatiz and Romer 1991a, 1991b; Romer 1990; and Krugman 1990, ch. 11) . According to the new literature, trade increases innovation through economies of scale, technological spillovers, and elimination of the replication of research and development (R&D) in different countries. In the Grossman and Helpman studies, innovation of new products is a positive function of past innovations, which represent the stock of knowledge. International trade provides access to a large international market, to advanced technology, and, therefore, to a larger stock of knowledge, leading to more innovations and faster growth. This implies that a country benefits from free trade with large economies and an advanced stock of knowledge, assuming that technological spillovers are absorbed to the same degree across countries. Indeed, provide empirical evidence for these arguments, showing that a country's total factor productivity depends not only on its own R&D capital stock but also on the R&D capital stocks of its trade partners. Also, Coe, Helpman, and Hoffmaister (1997) find that developing countries with limited R&D stock can boost productivity by trading with a more developed country that has a large stock of knowledge from its cumulative R&D activities. Finally, Vamvakidis (1996) presents evidence that the size of the domestic market is important for growth only for closed economies, whereas a large international market fosters economic growth for open economies, as predicted by the theoretical models just mentioned.
The new literature suggests that a country that is more open to free trade will have greater technological spillovers and, therefore, faster growth than a country that is less open. However, the literature does not address the issue of regional integration. Should a country form or join an RTA or reduce trade barriers for all countries? Free trade is beneficial for growth, but what kind of free traderegional or nondiscriminatory? Given that theory has not answered these important questions, empirical evidence on the impact of regional integration on growth may provide stylized facts and show the direction that future theoretical work should follow.
Empirical Studies
The empirical literature has established that free trade fostered economic growth in the 1970s and 1980s. However, this was not true in earlier decades. Vamvakidis (1997) estimates the impact of international trade on growth from 1870 to 1990 and finds that free trade and growth are positively correlated only in the 1970s and 1980s. There is no correlation in any of the earlier decades in the sample, except for a negative correlation in the 1930s. Because the data used here are from the 1970s and 1980s, the other studies discussed focus on this period. Dollar (1992) estimates a cross-country index of distortion in the real exchange rate. He uses the index to determine if a country is outward or inward oriented. Based on estimations for 95 developing countries, he concludes that more outward-oriented countries grow faster. The rigorous measure of exchange rate distortion and the focus on developing countries distinguish this study. Edwards (1992) estimates the impact of international trade on growth using nine indexes of openness proposed in the literature. All these openness measures show a positive correlation between openness and growth. Levine and Renelt (1992) test the robustness of the determinants of growth suggested by previous literature that performs sensitivity analysis. They find that free international trade indirectly affects growth through investment. Countries that have low trade barriers invest more and therefore grow faster. This result is robust to different specifications and to different indexes of openness. Ben-David (1993) shows that open economies converge and that the trade agreements of the European Union have resulted in the convergence of its members. It is a known puzzle in the empirical literature on growth that economies do not experience the convergence that the neoclassical growth model predicts. In general, growth of the world economy agrees more with divergence than with convergence. Ben-David's work shows that the only economies that converge are those that are integrated in the world economy through trade. Baldwin and Seghezza (1996) document the positive growth effects of the European Union for the medium term. Henrekson, Torstensson, and Torstensson (1997) show that a dummy for participation in the European Union has a positive coefficient in cross-country growth regressions, but its significance is not always robust and depends on the specification of the empirical model. The results in this article confirm these findings. Sachs and Warner (1995) also confirm these results. They construct a dummy variable of openness based on five protection dimensions, including tariff and nontariff barriers, black market premia, and the role of the state in the economy. Using this index, they find that open economies grow on average 1.5 percent faster than closed economies and that unconditional convergence is true only for open economies. They also present evidence that economies liberalize only after a serious economic crisis. Bruno and Easterly (1996) present similar evidence. Alesina and Drazen (1991) provide the theoretical foundation of this stylized fact. Their model shows that an economic crisis can stop the war of attrition among economic groups that delay liberalization in an effort to avoid its costs. Barro and Sala-I-Martin (1995) find that protection has a negative impact on growth. Using tariffs on capital goods and intermediate inputs as a measure of protection, their results indicate that countries with high tariffs grow slower than those with low tariffs. Protection has no significant impact, however, when they use an index of nontariff barriers on capital goods and intermediate inputs.
Most of the literature on trade and growth does not examine the impact of regional integration on growth. Ben-David (1993) is an exception, showing that trade agreements in Europe have caused convergence. Vamvakidis (1996) shows that the trade policies of countries in the same region matter for growth, a result confirmed here, and compares the importance of a large international market for the growth of open economies with the importance of a large domestic market for the growth of closed economies. The present article focuses on whether the openness, size, and level of gross domestic product (GDP) per capita affect growth for countries in the same region. It also analyzes whether RTAs reinforce this impact.
II. DATA AND METHODOLOGY
Most RTAs in the 1970s and 1980s were among small developing economies and do not provide enough variation to test the theoretical predictions in section I. In this and the following section, I address this issue by looking at the impact of trade policy, market size, and level of development of countries in the same region on the growth of the home country, regardless of any existing RTA. Does it matter if a country is in the same region as open economies? Do the market size and the income level of neighboring economies foster economic growth in the home country? Most of the theoretical models reviewed in section I suggest that such spillovers should exist. For example, Grossman and Helpman (1991) suggest that a country with more advanced and bigger trading partners has greater spillover effects from them. The trading partners of a country are not always within the same region, but often countries in the same region trade a lot with one another if their economies are open.
The model estimated here is similar to the models in Barro and Sala-I-Martin (1995), Sachs and Warner (1995) , and Levine and Renelt (1992) . The dependent variable is growth in average annual GDP per capita for 1970-90. The standard independent variables are the log of GDP per capita in 1970, the average share of investment in physical capital over GDP in 1970-90, the secondary school enrollment in 1970, the average population growth in 1970-90, the average growth rate of the terms of trade in 1970-90, and the infant mortality rate in 1970. In this section, an economy is characterized as open if it has low trade barriers toward all countries. Section IV considers the case of RTAs in which a member country may not be open to nonmember countries.
The analysis uses an openness dummy constructed by Sachs and Warner (1995) , who define an economy as open if all of the following conditions are true: the average tariff rate is less than 40 percent, average nontariff barriers cover less than 40 percent of total trade, the black market premium is less than 20 percent of the official exchange rate, there is no communism, and there is no state monopoly on major exports. I define a country as open based on the value of this dummy in 1970, the first year of the period considered, to avoid potential problems of reversed causality. The results do not change when the dummy takes the The proxy for the openness of countries from the same region is the openness of neighboring countries. If the openness of neighboring countries matters for growth, then regional integration also matters if it leads to freer trade policies. For every country in the analysis, I consider the openness of countries with common borders. The log of the sum of the GDP of all open neighboring economies in 1970 measures the size of the open neighbors' market. I construct a similar variable for neighboring economies with high protection, the closed neighbors' market. The estimates do not change if the GDP of the home country is also added to the open neighbors' market, as I do in some regressions, or if population is used as the definition of country size. Actually, GDP and population vary more within regions than the openness dummy.
To test the robustness of the results, I use a continuous measure of openness instead of an openness dummy and estimate for each country the GDP-weighted average trade share [(exports + imports)/GDP] of the neighboring countries for 1970-90. This variable measures how much the neighbors of each country trade; therefore it shows whether proximity to countries that trade a lot has an impact on growth. The advantage of this variable is that it varies much more within regions than the openness dummy.
For reasons of simplicity and comparison, I use the list of neighboring economies that Chua (1993) and Barro and Sala-I-Martin (1995) use in their estimates of the effects of neighboring economies. Sachs and Warner (1995) : the openness dummy remains significant in all regressions. Keeping everything else constant, open economies grew on average 1.5 percent faster annually than closed economies during the 1970s and 1980s. The results show that countries can benefit from being near large, open economies. In contrast, the market size of closed neighboring economies matters much less for growth. This implies that keeping everything else constant, most countries in Europe, North and Central America, and East Asia grew faster than those in Sub-Saharan Africa, which consists mainly of small and highly protected economies. Sachs and Warner (1996) make a similar point about the countries in Sub-Saharan Africa.
Regression 6 in The results remain robust to these changes. The dummy variables for Africa and East Asia are not significant, which suggests that the other independent variables in the regression already explain the differences in these countries' growth compared with other areas of the world economy. Also, the trade share is not statistically significant, a result consistent with Levine and Renelt (1992) . Table 2 presents some tests of robustness, including a variable that adds the home country's GDP to the open neighbors' market. This variable measures the available market for a country in its region, which is its own market plus the market of its open neighbors. If regional market size matters, domestic market size should also matter and should be considered. This variable has the advan- The estimated coefficient is positive and statistically significant at the 10 percent level. The estimate means that an increase in the average trade share of the neighboring countries by one standard deviation (9.6 percent) will result in 3.2 percent faster growth. Therefore, other things being equal, countries with neighbors that trade a lot grew faster during the period considered.
Table 3 presents regressions that do not separate open from closed economies and that, for the most part, use population as the measure of the neighbors' market size. Neighbors' GDP and population vary more within and across regions than the open neighbors' market variable. The first two regressions show that countries with neighbors that have high GDP grow faster. However, when population is used as the measure of neighboring countries' size, without separating open from closed neighboring economies, the impact is not always significant. In contrast, when the regression includes only the population of open neighboring economies, the coefficient is positive and statistically significant. The results do not change in regressions using other definitions of openness from the previous tables or dummies for Africa and East Asia. Based on regression 6, an increase in the log of the open neighbors' population by one standard deviation (4.9) will result in 0.41 percent faster growth.
To summarize, countries with large and open neighbors grow faster, a result that is robust to different model specifications and measures of openness and is significant in both the statistical and economic meaning of the word.
IV. SPILLOVER EFFECTS FROM THE ECONOMIC DEVELOPMENT OF NEIGHBORING ECONOMIES
Section III focused on the market size of neighboring economies. This section estimates the impact that the stage of development and the growth of the neighboring economies have on domestic growth. It looks at the impact of all neighboring economies and also distinguishes between open and closed ones. Table 4 presents estimates of the impact of the level and growth of the population-weighted average per capita GDP in neighboring economies on growth of per capita GDP in the home country. (The results do not change if the estimation uses GDP-weighted averages instead.) The results show that countries benefit from having neighbors with more developed economies. The average per capita GDP of neighboring economies has a positive and statistically significant coefficient. By contrast, the estimated coefficient of the growth rate of neighboring economies is not statistically significant. Therefore, being near developed countries results in positive spillovers, but being near fast-growing countries does not. Barro and Sala-I-Martin (1995) also find positive spillovers from high GDP per capita in neighboring economies. The present article shows that these spillover effects essentially come from open neighboring economies. Table 5 
V. REGIONAL TRADE AGREEMENTS AND GROWTH
Most RTAs created during the 1960s and 1970s were South-South agreements and were part of the import substitution policies that member countries were following. As a result, they diverted trade from more efficient external sources of production. The member countries were typically small, highly protected, and similar in their economic endowments.
To test the impact of RTAs on economic growth, I consider agreements that started during the 1970s or earlier and continued for most of the following two decades and for which data are available for most member countries (for more information, see United Nations Conference on Trade and Development 1994). Table A Sachs and Warner's (1995) European Union, and Union Douaniere et Economique de PAfrique Centrale (UDEAC). On the right side of the growth regression, dummy variables are included for countries that were members of any of the five RTAs. Table 6 presents the results. In the first regression, only the estimated coefficient for the European Union is positive and statistically significant at the 10 percent level, while all other RTAs have no impact on growth. However, control- ling for openness and other independent variables, even the European Union dummy becomes insignificant. Although the estimated coefficients of all regional agreements' dummies are negative in most specifications, none is significant. These results indicate that these RTAs did not affect growth significantly. Although past RTAs did not result in faster growth, this does not necessarily imply that the RTAs formed during the 1990s will have no impact on growth.
Some of the recent trade agreements are considered as part of a broader liberalization-especially in the case of North-South RTAS-and include open, large, and more developed economies. The results of section IV show that a country with such neighboring economies will experience positive spillovers. Thus, even though RTAS did not help member countries experience these benefits in previous decades, some of the recent RTAS may have an important impact on growth.
VI. CONCLUDING REMARKS AND POLICY IMPLICATIONS
This article has examined whether the openness, market size, and level of development of countries in the same region foster growth in the home country. The results show that the economies of countries near large and open economies grow faster. Also, the level of development of neighboring economies, especially when they are open, has significant positive spillover effects. By contrast, the size and level of development of closed neighboring economies have little or no impact on domestic growth. These results suggest that trade agreements between developing countries and large and more developed countries may lead to faster growth. Given that no country has zero trade barriers, if an RTA increases the openness of the large and more developed economies toward less developed member countries, it will promote their growth.
This article has found that RTAs had no impact on growth in the past. The most appealing theoretical reason is that these agreements were among small, developing, and very similar economies. Most of the time, the countries designed RTAs to divert trade, as a part of import substitution trade policies. However, this interpretation does not explain the empirical results for the European Union.
It is possible that countries have designed recent RTAS as part of a broader liberalization and that these agreements, especially North-South RTAS, will affect growth. This article has shown that countries with open, large, and more developed neighboring economies do experience positive spillovers. (Table A- 
